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TAX FORUM
DOROTHEA WATSON, CPA

Use of vehicles for charitable purposes—A
recent district court decision (D.C. Ala. 12/
19/63—John Herbert Orr) resulted in the
denial of a contribution deduction for deprecia
tion, repairs and insurance on vehicles used
partly for charitable purposes. During 1957
and 1958 the taxpayer had used an airplane
and an automobile for a portion of their total
use, in connection with his lay religious activ
ities in his church and he contended he was
entitled to a charitable contribution deduction
for the applicable portion of the depreciation,
repairs and insurance. The judge rejected this
contention and held that depreciation, repairs
and insurance do not qualify under Section
170 as payments made to or for the use of
charity. A depreciation deduction is not de
pendent upon payment. Depreciation is a
method which permits a business man to re
cover the cost over the useful life of an asset
held for the production of income. Insurance
expense is deductible only as a business ex
pense. Repairs are made primarily for the
benefit of the owner since they are necessary
to maintain the personal use of the vehicles
and cannot be attributed to the partial use of
the vehicles for charity.
Revenue Procedure 64-15, IRB 1964-9, how
ever, states that for all periods after December
31, 1962, which includes calendar year 1963,
the Internal Revenue Service will accept five
cents a mile as a reasonable rate for computing
the cost of operating an automobile in con
nection with rendering uncompensated serv
ices to a charitable organization qualifying
under Section 170 or for transportation for
medical care under Section 213. The use of
this standard rate is not mandatory. The tax
payer may deduct his actual allowable non
reimbursed transportation expenses where they
exceed those computed under this standard
rate. This rate is in lieu of all amounts in
connection with the taxpayer’s automobile for
such transportation which would otherwise be
allowable under sections 170 or 213. But the
use of this rate does not affect the taxpayer’s
right to deduct interest on car payments or
taxes related to the automobile. This standard
rate does not include any allowances for de
preciation and no adjustment is made to the
taxpayer’s basis in his automobile as a result
of using this standard rate of five cents per
mile.
Political contributions and gift tax returns—
With the emphasis on national political con
tests in 1964, IR-652 is timely. This release
includes contributions or gifts made to a

political party or candidate if in excess of
$3,000 in one calendar year to any one party
or candidate as meeting the requirement for
the necessity of filing a Federal Gift Tax Re
turn, Form 709.
Capital loss for capital expenditures relating
to property exchanged tax free in prior year41 TC No. 58—Rees Blow Pipe Mfg. Co.,
presents an interesting decision. The facts of
the case are these. In 1954 the taxpayer, who
wished to transfer its headquarters to Berkeley
from San Francisco, was a party to a threeway transaction with Sanfran and Stauffer.
Taxpayer transferred its San Francisco prop
erty to Sanfran, and Stauffer transferred two
pieces of realty in Berkeley to the taxpayer.
Stauffer received $30,666 in cash and notes
from the taxpayer and was paid $158,150 by
Sanfran. Taxpayer treated the transaction as
a tax free exchange. The next year, 1955, the
taxpayer was sued by Sanfran who alleged
the taxpayer had fraudulently concealed build
ing code violations and defects with respect to
the San Francisco property. A $20,000 judg
ment against taxpayer resulted from the suit
and when it became final in 1959 taxpayer
paid Sanfran the $20,000. In 1957 the tax
payer sold the Berkeley property and elected
to report the sale as an instalment sale. No pay
ments had been received on this instalment sale
through 1960.
The taxpayer took the high road and in its
1959 return deducted the payment of the
judgment plus court costs as a loss and de
ducted legal fees incurred in the 1955 law
suit with Sanfran in its 1960 return.
The Commissioner took the low road and
disallowed all the 1959 and 1960 deductions
with the exception of the interest on the
judgment which was allowed. According to the
Commissioner the amounts disallowed were
in fact nondeductible capital expenditures and
should be added to the taxpayer’s basis in the
Berkeley property which was sold with a
resultant adjustment in the profit on the 1957
sale.
The judge took the middle road and held
these expenditures were neither ordinary de
ductions nor an adjustment of the basis of the
property sold in 1957, but were capital losses
and as such subject to the limitations of the
Code governing capital losses. According to
the judge there is no breach of the principle
that each taxable year is a separate unit for
tax accounting purposes when prior trans(Continued to page 14)
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Minimization of tax liability is the responsi
bility of management. Existing official pro
nouncements, by calling for deferred tax
accounting and tax “normalization,” tend to
report the same income for wrong decisions
and for right ones. The interest to be saved by
postponing tax payments should be recognized
at least. The management responsible for these
savings should receive the credit, not the
successor management.
These problems exist because our world is
one of rapid technological change, shifting
demand and government efforts to speed up
economic growth. These very factors make
income determination more difficult and more
important. Published statements report on
management and, thus, management cannot
be allowed to control them. Yet, internal man
agerial analyses provide estimates and pre
dictions that are invaluable in providing an
economically realistic picture of the firm’s
adaptation to a changing world. Accountants
cannot afford to ignore such data; they must
learn how to assess them and incorporate them
in accounting theory if accounting is to con
tinue to hold its rightfully earned high place
in the world.

11. TRANQUILITY. Be not disturbed at
trifles, or at accidents common or unavoid
able.
12. CHASTITY. Rarely use venery but for
health or offspring, never to dullness,
weakness, or the injury of your own or
another’s peace or reputation.
13. HUMILITY. Imitate Jesus and Socrates.
By Benjamin A. Franklin

Tax Topics (continued)

actions are considered in classifying the nature
of the judgment and legal expenses for tax
purposes. This backward look does not attempt
to reopen or adjust the prior years. In the light
of such a consideration, these 1959 and 1960
expenditures take on the character of the 1954
three-way transaction which was a capital
transaction. If these expenditures had been
incurred prior to the sale in 1957, they would
have been added to the basis of the Berkeley
property. However, these expenditures oc
curred after the year of sale. To permit the
Commissioner’s contention to stand would
serve to keep the 1957 sale transaction open
indefinitely and this would be a contravention
of the annual accounting period principle.

RULES TO LIVE BY
1. TEMPERANCE. Eat not to dullness;
drink not to elevation.
2. SILENCE. Speak not but what may bene
fit others or yourself; avoid trifling con
versation.
3. ORDER. Let all your things have their
places; let each part of your business have
its time.
4. RESOLUTION. Resolve to perform what
you ought; perform without fail what you
resolve.
5. FRUGALITY. Make no expense but to do
good to others or yourself; i.e., waste
nothing.
6. INDUSTRY. Lose no time; be always
employed in something useful; cut off all
unnecessary actions.
7. SINCERITY. Use no hurtful deceit;
think innocently and justly, and, if you
speak, speak accordingly.
8. JUSTICE. Wrong none by doing injuries,
or omitting the benefits that are your
duty.
9. MODERATION. Avoid extremes; forbear
resenting injuries so much as you think
they deserve.
10. CLEANLINESS. Tolerate no unclean
liness in body, clothes, or habitation.
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